This paper adds to the literature on home country bias by investigating whether investors' domestic experience help them enter the foreign markets. We show that investors first invest in domestic securities and only some time later they invest in foreign securities. Our investigation of the length of time it takes investors to start investing in foreign securities shows that investors who trade more often in the domestic market start investing abroad earlier. Our attempt to explain this finding suggests that the experience that investors acquire while they trade in the domestic market as opposed to overconfidence is the reason why active investors enter the foreign market earlier. A reason is that we find that highly educated investors as well as investors with more financial knowledge, arguably those for whom learning by trading is the least important, do not need to trade as much in the domestic market before they start investing in foreign securities. These results continue to hold even when we account for overconfident investors. In addition, we find that investors who start investing in foreign securities are able to improve on their performance afterwards.
Introduction
The home country bias remains one of the most important puzzles in international finance.
The relatively low correlation between stock returns of various countries and the potential benefit from international diversification have been known for decades. 1 Yet, the vast majority of investors still do not invest in foreign securities or only hold a very small portion of their portfolios in foreign securities. By investing largely in their home country, investors may accept a far from optimal combination of portfolio return and volatility. In this paper, we attempt to contribute to the literature on home country bias by investigating individual investors' decision to make their first investment in foreign equities. We are particularly interested in finding out if investors' experience in the domestic market accelerate their decision to "enter" the foreign markets and whether this decision affect their performance.
It is by now well established that investors tend to overweight domestic equities and underweight international equities when they select their investment portfolios. 2 French and Poterba (1991) , for example, document that the fraction of US equity portfolios invested abroad is very small. 3 Oehler, Rummer, Walker, and Wendt (2005) provide evidence of home country bias among German investors and Karlsson and Norden (2007) provide similar evidence among Swedish investors. This bias also extends to Portugal, the country of origin of our data, as only 4% of Portuguese investors have direct investments in individual foreign securities as of 2006. 4 There is also ample evidence that home-country bias is costly. Lewis (1999) , for example, shows that there are substantial gains when moving from investing fully in the S&P 1 See, for example, Levy and Sarnat (1970) .
2 Researchers have also found other forms of "home" bias. Coval and Moskowitz (1999) , for instance, find that US fund managers exhibit a strong preference for firms with local headquarters. Benartzi, Huberman and Sengmuller (2004) , in turn, find that employees tend to invest a large proportion of the assets of their retirement plans in their own company's stock. See Grinblatt and Keloharju (2001) , Massa and Simonov (2005) , and Feng and Seasholes (2004) for further evidence of "home" bias in Finland, Sweden and China, respectively.
3 For more recent evidence on US investors' home country bias see Kyrychenko and Shum (2005), Campbell and Kraeussl (2005) , and Kho, Stulz and Warnock (2006) . Cai and Warnock (2006) find that US institutional investors have a preference for domestic multinationals over purely local domestic firms and argue that this reduces, though without eliminating, the home country bias detected using the location of the firm's headquarters.
See Sercu and Vanpee (2007) for a review of the literature on home bias. 500 index to a partial investment in a fund that emulates the MSCI Europe, Australia and Far East index during the 1970-1996 period. Bailey, Kumar and Ng (2007) , in turn, show that the mean monthly portfolio return of foreign-inclined investors is only slightly higher than that of their domestic benchmarks, but the later investors experience a much higher volatility and lower Sharpe ratios.
Researchers have proposed many explanations for the home country bias. Adler and Dumas (1983) , and Cooper and Kaplanis (1994) , for example, suggest that it arises because home assets provide better hedges against country specific risks. Black (1974) , Stulz (1981) , and Kang and Stulz (1997) , in turn, claim it arises because the costs of international diversification exceed the corresponding gains, whereas French and Poterba (1991) , and Uppal and Wang (2002) argue that it results from systematic differences in return expectations across investors. Graham, Harvey and Huang (2005) argue that investor competence also contributes to home bias. Investors are willing to invest in foreign securities only after they fill competent about the benefits and risks involved in these investments. Til then, they are likely to refrain from taking action, thus leading to underinvestment in foreign assets. Kilka and Weber (2000) and Strong and Xu 2003) provide a behavioral explanation: the home country bias arises because people tend to be more optimistic towards home markets than towards international markets.
Other explanations for the home country bias, as reviewed in Lewis (1999) and Karolyi and Stulz (2002) , include barriers to international investments, such as international taxes and government capital restrictions, information asymmetries between domestic and foreign markets (investing in foreign equity markets may require understanding foreign accounting standards and legal environments), and the prevalence of closely held firms in most countries causing the world float portfolio to be significantly different from the world market portfolio.
There is supporting evidence for some of these theories in the literature. 5 Graham, Harvey and Huang (2005) , for instance, find that investors with more competence are more likely to invest in international assets. Vissing-Jorgensen (2003) finds that high wealth households are more likely to invest in foreign securities, and argues that this is consistent with high wealth households paying the information cost associated with investing in foreign assets.
5 Several empirical studies, including Cooper and Kaplanis (1994) , Baxter and Jermann (1997) , Tesar and Werner (1995) , and Dahlquist et al. (2003) , however, suggest that the effects detected in this literature are too small to account for the degree of home bias observed in the data. Kilka and Weber (2000) and Strong and Xu (2003) find that investors are more optimistic towards their home markets than they are about foreign markets.
In this paper, we attempt to add to this literature by investigating whether investors' domestic experience help them enter the foreign markets. We start out by documenting that there is a "life cycle" effect in individuals' investment choices in the sense that investors first invest in domestic securities and only some time later they invest in foreign securities. We then use duration analysis to investigate if investors' domestic trading experience affects the length of time it takes them to start investing abroad. We investigate the effect of domestic trading on the timing of the decision to enter the foreign markets controlling for a set of factors the previous studies find help explain the home country bias including investors' demographical features, their wealth and their educational level. We also control for investors' financial sophistication and their financial literacy, as well as their regional location since investors that reside in the countryside are less likely to have access to the same quality information as those residing in major metropolitan areas. In addition, we control for the relative performance of the Portuguese stock market as investors may have an extra incentive to invest abroad in periods of low expected return in the domestic stock market.
Our findings show that ceteris paribus investors who trade more often in the domestic stock market wait a shorter period of time before they start to invest in foreign securities abroad. Our findings also show that married and female investors as well as older investors wait a longer period of time before they start investing in foreign securities. In contrast, wealthier investors, as well as investors with more education and those with access to more financial information start to invest in foreign securities earlier. Lastly, our findings show that performance in the domestic market has a nonlinear effect -investors with the worst performance as well as those with the highest performance usually wait for a shorter period of time before they start investing in foreign securities.
Next, we try to explain why investors who trade more often in the domestic market tend to enter the foreign markets earlier. Following Nicolosi, Peng, and Zhu (2004) , and Seru, Shumway, and Stoffman (2007) , who show that investors learn by trading, we conjecture that investors who are active in the domestic market learn faster the advantages of investing in foreign securities and consequently start investing abroad earlier. Alternatively, following Odean (1998) and Odean (2000, 2002) who argue that investors tend to trade too often because they are overconfident, we conjecture that investors who are active in the domestic market are overconfident and their pursue of new trading opportunities leads them to enter foreign markets earlier.
The tests we undertake to ascertain which of these explanations, if any, is consistent with our finding generally support the learning explanation but not the overconfidence explanation. A reason is that we find that highly educated investors as well as investors with more financial knowledge, arguably those for whom learning by trading is the least important, do not need to trade as much in the domestic market before they start investing in foreign securities. Another reason is that we also find that these results continue to hold even when we account for overconfident investors. Finally, and still in support of the learning explanation and contrary to the overconfident explanation, we find that investors who enter the foreign markets are able to improve on their performance afterwards.
Our paper adds to the literature on home country bias in some important ways. Our investigation of investors' first investment in foreign securities is novel. Understanding investors' decision to undertake this investment is important because it is arguably the most important decision that investors make once they decide to pursue the potential benefits from investing abroad. Our focus on individual investors (as opposed to institutional investors) and on their investments on individual securities made abroad (as opposed to investments in mutual funds of foreign securities or in ADRs) is also important because it requires more expertise and it is more revealing of investors' intentions to pursue the potential benefits from foreign investments. 6 Our finding that investors who are active in the domestic market wait for a shorter period of time before they enter the foreign markets add support to the finding of Nicolosi, Peng, and Zhu (2004) , and Seru, Shumway, and Stoffman (2007) that investor learn by trading and to a certain extent to Graham, Harvey and Huang's (2005) competence theory for the home country bias. Our finding that investors who enter the foreign markets are able to improve on their performance afterwards, while it does not account for the potential additional risk that they may take once they start investing in foreign markets, corroborates Lewis (1999) and Bailey, Kumar and Ng's (2007) finding that the home country bias is costly. 6 Graham, Harvey and Huang (2005) , Bailey, Kumar and Ng (2005) , and Karlsson and Norden (2007) all investigate the home country bias based on data on individuals' portfolios, but in the former studies invest in foreign securities either through ADRs which enable US investors to buy shares in foreign companies without undertaking cross-border transactions.
The remainder of the paper is organized as follows. The next section presents our methodology and the data we use to investigate investors' decision to first invest in foreign securities. This section also characterizes our sample. Section 3 presents our results on the importance of domestic experience for investors' decision to invest for the first time in foreign securities, including the robustness tests we undertake. Section 4 presents the results of the tests we undertake to explain why investors who trade more often in the domestic market start to invest in foreign securities earlier. Section 5 concludes the paper with some final remarks.
2 Methodology, data and sample characterization
Methodology
The methodology we adopt in this paper has two parts. The first part attempts to investigate if investors' trading activity in the domestic market is important at reducing their home country bias in the sense of accelerating their investments in foreign securities abroad. The second part of our methodology, in turn, attempts to identify the reason(s) for the link we identify in the first part between trading in the domestic market and the time it takes investors to start investing in foreign securities.
Our methodology relies on duration analysis which is often used to study problems that involve the passage of time before a certain event occurs. In our study, the event of interest is investors' first investment in a foreign security. Specifically, we want to find out why the length of time it takes investors to start investing abroad since they start trading in the domestic stock market varies across investors. We also want to find out to what extent that length of time is affected by investors' characteristics and in particular by their investment experience at home. Duration analysis enables us to characterize the process of investors' first investment abroad more rigorously than a logit or probit regression analysis because these models can only deal with the dichotomy occurrence/non occurrence of the event. Furthermore, duration analysis is more adequate to handle time-varying explanatory variables and to accommodate data censoring. 7 7 A typical survival time data set contains both spells for which entry and exit dates are observed as well as right censored incomplete spells. A survival time is said to be right censored when, at the time of observation, the relevant event has not yet occurred, so the total length of time between entry and exit is not known exactly.
Before we present the duration model we consider to investigate the importance of investors' domestic trading experience for the length of time it takes them to first invest abroad, we briefly review next duration analysis. 8 The term "spell" in duration analysis is used as a catch-all for the different duration variables that may be measured. The length of a spell is a realization of a continuous random variable, T, with a cumulative distribution function F (t and a probability density function f (t) where t is a realization of T. F (t) is also known in the duration analysis literature as failure function. The survivor function, which gives us the probability that the spell duration lasts until t is S(t) = 1 − F (t). Another important concept in duration analysis is the hazard rate, λ(t), defined as the rate at which spells are completed after duration t, given that they lasted at least until time t. It can be specified in terms of the distribution and probability density functions of t, F (t) and f (t), respectively:
In equation (1) the hazard rate has been defined simply as a function of time. However, we may introduce regressors explicitly into the hazard function, allowing it to vary across individuals (investors in our case) according to their characteristics.
The traditional duration analysis assumes a distribution for the duration and uses maximum likelihood to estimate the effect of regressors on the expected duration. Parametric models of duration, which embody specific assumptions about the distribution of duration, are analogous to conventional regression models. The introduction of regressors in these models is fairly straightforward and they can get a regression-like interpretation, at least in the case of some distributions. Furthermore, with parametric assumptions we can also test for duration dependence, which means that we can test if the likelihood that a spell ends at time t, conditional upon duration until t, is an increasing or decreasing function of t.
We can also estimate the relationship between the hazard rate and explanatory variables without making a specific assumption about the shape of the hazard function as in the parametric models. This approach results in models usually referred as semi-parametric. Cox (1972) proposed a partial likelihood method (rather than a maximum likelihood) for estimating the slope coefficients β in a proportional hazard specification for the hazard function such as:
where h 0 (t) is the baseline hazard, which is common to all units of observation, x is a vector of regressors and β is the vector of parameters. Taking logs to both sides of equation (2) we have:
We can easily see that β j measures the semi-elasticity of the hazard with respect to x j . In the above specifications, the vector x is constant but the Cox model can also handle time-varying explanatory variables. 9
As we noted above, we want to ascertain if investors' trading experience in the domestic market accelerates their decision to start investing abroad. We consider a semi-parametric approach to investigate the effect of domestic trading on the timing of investors' decision to start investing abroad. We investigate this effect controlling for a set of factors which researchers have found to help explain home-country bias. As many of these factors change with time, we estimate our models with time-varying explanatory variables. We provide different values for our explanatory variables for each interval between t = 0 and t = ti, the terminal point at which exit or censoring takes place. 10 Following Karlsson and Norden (2007) and others' finding that demographical features help explain the home country bias we control for investors' gender, marital status and age when they start their trading activity. Following Graham, Harvey and Huang (2005) finding that more competent investors are more likely to invest in foreign securities, we control for the education of investors. We also control for investor' residence and conjecture that investors who live in the metropolitan areas are more likely to have access to better quality information. Following Vissing-Jorgensen (2004) finding that wealthy investors tend to hold more foreign assets we attempt to control for investors'
wealth by controlling for their job (our closest proxy for wealth). We further control for whether the investor has a time deposit and whether the investor has a mortgage or a consumer loan 9 Despite the fact that most relevant variables change with duration, in some cases they change at a slower pace than a typical duration. For that reason, they are often treated as if they were constant. See Lancaster (1990), p. 21.
10 See Lancaster (1990) , p. 23, for a discussion of some of the issues associated with these models.
as these will likely affect his wealth. Following Kilka and Weber (2000) and Strong and Xu (2003) finding that investors are more optimistic towards their home markets than they are about foreign markets, we control for the performance of the Portuguese stock market relative to the European markets.
In the Robustness Checks section we investigate if the importance of domestic trading on the length of time it takes investors to start investing abroad continues to hold when we control for a set of other factors that could also affect investors choices of assets, including whether investors have made investments in derivatives, whether they have investments in mutual funds of domestic securities or investments in mutual funds of foreign securities. Recall, that we define the timing of investors' entry abroad based on their investments in individual foreign stocks and do not consider for this purpose their investments in foreign mutual funds.
Since derivatives tend to complex financial instruments, we would expect that investors who make investments in these assets to be more sophisticated and consequently to start investing abroad earlier. Similarly, since investments in mutual funds of foreign securities require more information and probably more expertise than investments in domestic stocks, we would expect that investors who make investments in foreign mutual funds to start investing abroad earlier.
On the other hand, some of these investors may see these funds as a substitute for their investments in individual stocks abroad. So, investors with stakes in foreign mutual funds may choose to start investing in foreign stocks earlier or later than the remaining investors. In contrast, since investments in mutual funds of domestic securities requires the least necessary information and expertise, we would expect that investors with stakes in these mutual funds to wait longer before they start investing abroad.
We also investigate in that section the robustness of our finding on the importance of domestic trading when we account for investors' performance in the domestic stock market.
Investors that do poorly in the domestic market may have added incentives to start investing abroad in an attempt to improve on their performance. On the other hand, to the extent that domestic performance signals investors' capabilities and expertise in making the right investments, those investors that do well at home may be more capable and consequently start investing abroad earlier. We attempt to account for these differences by controlling for a set of dummy variables (one for each quartile) covering the distribution of investors' performance in the domestic market. Finally, we attempt to further disentangle these two alternative explanations for our finding by investigating the ex post performance of investors after they start investing abroad.
If overconfidence is the key reason for active investors in the domestic market to start investing in foreign securities earlier, then we would not expect these investors to improve their performance after they enter the foreign market. In contrast, if investors learn while they trade in the domestic market and this drives them to start investing in foreign securities then we would expect an improvement in the performance of these investors. We use standard multivariate analysis to investigate if investors' entry to the foreign markets improve their performance. We next turn our attention to the data sources we used in this project.
Data
Our main data source for this project is a proprietary database made available to us by one of the largest Portuguese financial intermediaries which documents the history of individual investors' trades in securities and mutual funds over a decade. That database reports detailed information on individual investor accounts that were active as of September 2006 -the end of our sample period. The information available in the database for each investor account can be grouped in socio-economic information and financial information. Socio-economic information includes investor's age, gender, marital status, home address (zip code), household composition, education and occupation.
With regards to financial information, our database reports some information about the assets and liabilities of each investor, including information on whether the investor has a savings account and whether the investor has personal loans and mortgages. More importantly given our purpose, our database reports detailed information on the trading activity of each investor.
For each asset that the investor trades, the database reports the date of the transaction, the type of transaction (buy or sell), the price, the number of securities traded and the description of the asset (ISIN code and name of asset). We use this description of assets to distinguish trades in domestic assets from those in foreign assets, and to identify trades that are in stocks, bonds, derivatives and mutual funds. We also use that information to distinguish direct investments in foreign securities listed outside Portugal from investments in securities of foreign firms that are listed in the Portuguese stock market. Since we wanted to focus on investors' decision to enter abroad by making investments in foreign securities listed outside their home country -as opposed to investments in securities of foreign firms listed in the domestic market -we dropped from our sample XX investors that made investments in those securities during the sample period. 11 Finally, by combining that information with data from XXXXX, which describes the asset composition of each mutual fund, we are able to identify those investors that invest in foreign securities through mutual funds. We do not consider these investments to determine when an investor first invest abroad in part because it is not entirely clear that investors are ware of that particular aspect of mutual funds. Quite often the selection of the mutual fund is made by an adviser at the bank as opposed to a choice of the investor. At any rate, as we noted above we do control for investors that make investments in foreign mutual funds in our duration analysis.
Sample characterization
Our database has information for 918,246 investors. In order to construct our sample, we begin by dropping from this universe investors who reside abroad as their foreign holdings may have been acquired in their country of residence rather than in Portugal. We also drop YY investors in that universe that make investments in the stock of foreign corporations listed in the Portuguese stock exchange. Next, we drop investors for whom we do not have the complete history of trades (acquisitions and sales) as these investors may have already acquired foreign securities by the time we start observing their investment activities. Lastly, we drop investors that do not have any trading activity during the sample period. This left us with a sample of 136166 investors, of which 3252 made their first investment in individual foreign securities during our sample period. This is the sample we consider in our investigation on the importance of domestic trading for the decision to start investing abroad. Table 1 compares our sample of investors that enter the foreign securities markets with those investors that invest only in domestic securities throughout the sample period (included in the latter are also those investors that have holdings in mutual funds that invest in foreign securities). There we can see that investors more prone to take risks, male and single investors, are more likely to invest in securities abroad. As one would expect, more educated investors (with a college degree) and investors with more financial knowledge (those with a high level of financial literacy as well as those that invest in derivatives, though, in the latter case the difference is not statistically significant) are more likely to invest in foreign securities. 
Investing in foreign securities for the first time
We present next the results of our survival analysis of the length of time it takes an investor to start investing in individual foreign securities. We identify that length of time by the age of the investor's trading account. We define the age of the trading account by the time that elapsed since the investor started to invest in individual securities or mutual funds and the date of the investor's first investment in foreign (individual) securities. Table 2 presents the results of our investigation of the determinants of that age using the Cox proportional hazard model described above. We report in that table the coefficients rather than hazard ratios (exponential coefficients) because our main interest is in the direction of the effects, rather than their magnitude. A positive coefficient indicates that an increase in the associated explanatory variable increases the hazard of the first investment in foreign securities in any given year, which also means it speeds up investors' decision to start investing in foreign securities. Though not included in the table, all of the models were estimated with a set of year dummies to account for potential time effects on investors' decision to go abroad. 12
A quick look at the first row of Table 2 shows that in all of the models that we consider there is a negative correlation between the trading experience of the investor in the domestic market and the length of time it takes the investor to start investing in foreign securities.
Model 1 shows that this association holds when we control for investors' demographical de- decision to invest abroad.
In the remaining models of The results we presented thus far suggest that investors' experience in the domestic market plays a role on their decision to start investing abroad and thus reduce the home-bias effect. According to our findings, ceteris paribus, investors who trade more often in the domestic market start to invest in foreign securities earlier than investors that are not very active in the domestic market. This finding is robust to a large set of investor characteristics, including gender, age, place of residence, education, employment and wealth. In the next subsection, we continue our investigation of the robustness of this finding to several other factors that could also play a role on investors' decision to start investing in foreign securities. Table 3 presents the results of a set of tests we have undertaken to investigate the robustness of our key finding that there is a negative correlation between the trading experience an investor in the domestic market and the length of time it takes the investor to start investing in foreign securities. Looking at the first raw of Table 3 , which reports the coefficient on the Log Trades, it is apparent that this negative correlation continues to hold in all of the four robustness tests we report in that table. In other words, we continue to find that investors who trade more often in the domestic market start to invest in foreign securities earlier.
Robustness tests
The models reported in Table 3 were estimated using all of the controls we considered in Model 6 of Table 2 , but in the interest of space we omit these controls and report only the results on our key variable of interest -Log Trades -and the new controls we consider in each test.
Models 1 through 3 investigate the robustness of our key finding to three investment decisions of investors, namely whether they invest in derivatives, whether they invest in mutual funds made of national securities and whether they invest in mutual funds made of foreign securities.
The dummy variables we consider to control for these investment decisions are time varying, that is, they take the value one after the date investors make their investments in each of these assets, respectively. As we can see from Model 1, investors who invest in derivatives are more likely to start investing in foreign securities earlier, probably because these are the most sophisticated investors. Model 2 shows that investors who invest in national mutual funds tend to wait longer before they invest in foreign securities, though the difference is not statistically significant. In contrast, according to Model 3 investors who have holdings of mutual funds made of foreign securities start to invest abroad earlier. Investments in these funds, therefore, function as a complement rather than a substitute for investments in foreign securities.
Finally, model 4 attempts to control for investors' performance in the domestic market.
Investors with a poor performance may have added incentives to start investing abroad in order to improve their performance. On the other hand, investors with a strong performance in the domestic market -most likely those that are most sophisticated -may fill more certain of their capabilities and decide to start investing abroad earlier. In order to allow for this nonlinear effect of performance, we account for investors' performance in the domestic market through a set of four dummy variables -one for each quartile of the performance distribution.
Our results confirm that investors with the weakest performance in the domestic market as well as those with the strongest performance wait for a shorter period of time before they start to invest abroad.
In sum, the evidence we presented in this section show that there is a link between investors' trading activity in the domestic market and their decision to start investing abroad.
Our findings show that ceteris paribus investors who trade more often in the domestic stock market wait a shorter period of time before they start to invest in foreign securities abroad.
The results we presented thus far show that this link is robust, but they are silent with respect to the reason(s) behind it. Do active investors in the domestic market start to invest abroad earlier because they want to pursue new trading opportunities to meet their trading goals, for instance, because they are overconfident? Do these investors enter the foreign market earlier, instead, because they learn while they trade in the domestic market and this helps them with their foreign investments? In the next section, we present the results of some tests we undertake in an attempt to identify which of these reasons is most likely to explain our finding.
Does domestic experience help investors to invest abroad?
If the reason why active investors in the domestic market enter the foreign market earlier is because they learn while trading and this helps them start investing abroad, then highly educated investors and investors with more financial knowledge should not need to trade in the domestic market as much as the remaining investors before they first invest abroad. To investigate this hypothesis, we start by identifying four alternative proxies for investors' education in general and their financial knowledge in particular. The first proxy distinguishes investors who are highly educated. Our second proxy distinguishes investors who have financial knowledge either because they are economists, managers or employees of banks. Our third proxy distinguishes investors who have made investment in derivatives. Since these are usually complex financial instruments, we assume that these investors have more financial knowledge. Our final proxy for investors' financial knowledge distinguishes those investors with investments in mutual funds of foreign securities. Next, we interact each of these proxies with investors' trading activity in the domestic market in order to investigate if these investors do not need to trade as much in the domestic market before they start to invest in individual foreign securities.
The results of these tests are reported in models 1 through 4 of table 4. A quick look at these models reveals two important findings. First, the four dummy variables that we consider are positive and, with the exception of the variable that distinguishes investors who have investments in derivatives, they are all statistically significant. This suggests that highly educated investors as well as investors with more financial knowledge do not spend as much time trading in the domestic market before they start investing abroad. Second, the interaction of these variables with investors' trading activity in the domestic market is negative and highly significant in all four models. Thus, everything else equal, investors identified by these dummy variables -those with high education as well as those with more financial knowledge -do not need to trade as much in the domestic market as the remaining investors before they make their first investment abroad.
This finding is consistent with the hypothesis that investor learn while they trade in the domestic market and this helps them make the decision to start investing abroad. Further, this finding does not appear to be consistent with the other hypothesis we have put forth that active investors start to invest abroad earlier because they are overconfident since there is no reason to belive that overconfidence correlates with investor's education or financial knowledge.
To investigate more directly if overconfidence is the key reason why active investors in the domestic market wait for a shorter period of time before they start to invest abroad, we reestimate models 1 through 4 of table 4 after we control for overconfident investors. We follow XXXX and classify an investor as overconfident if his trading activity is in the top quartile of the distribution on investors' trading activity and his performance is on the bottom quartile of investors' performance. The results of these tests are reported in models 5 though 8 of table 4. They confirm that those investors that are likely to be overconfident wait for a short period of time before they make their first investment in foreign securities. More importantly, however, controlling for these investors has no major effect on our interaction variable. Comparing models 1 though 4 of table 4 with models 5 through 8 it is apparent that controlling for overconfident investors either leads the interaction variable unaffected or it reduces it only marginally and without affecting its statistical significance. These results, therefore, suggest that overconfidence is not the key reason why investors who are active in the domestic market wait for a shorter period of time before they make their first investment abroad. In contrast, they are consistent with our hypothesis that these investors learn while trading in the domestic market and this helps them start making investments abroad.
Do foreign investments improve investors' performance?
We further attempt to ascertain if learning by trading in the domestic market as opposed to overconfidence drive our result on investors' decision to start investing abroad by investigating their performance afterwards. We posit that if learning is what drives our result then we should observe an improvement in these investors' performance after they start investing abroad. In contrast, if overconfidence is what drives it then we should not expect an improvement in their performance after they start investing in foreign securities.
To investigate these hypothesis, we considered a multivariate model in which the dependent variable is the performance of the investor in each quarter. We estimate this model controlling for the explanatory variables we used in our duration analysis. In addition, we add a dummy variable to distinguish those investors that start investing in foreign securities during the sample period, and a dummy variable to identify the performance of these investors in the time period after they make their first investment in foreign securities. The results of this test, which are reported as Model 1 of This finding is confirmed in model 2 which we estimate with investor-fixed effects to account for other potential characteristics of investors that we were not taking into account with our set of controls. This evidence that investors are able to improve on their performance after they start investing in foreign securities does not support the overconfidence explanation for the link we identify between investors' domestic trading activity and the time it takes them to start investing abroad. In contrast, it seems to be consistent with the hypothesis that investors learn while they trade in the domestic market and this experience helps them start making investments abroad.
Our evidence that investors are able to improve on their performance after they start investing in foreign securities abroad is also important because these performance gains could be viewed as a proxy for the cost associated with investors' home country bias. There is an important caveat to this proxy, though. Since we are not accounting for any changes in risk, it is possible that this improvement in performance comes together with an increase in the risk that these investors take when they start investing in foreign securities abroad.
Final remarks
This paper adds to the literature on home country bias by investigating whether investors' domestic experience help them first enter the foreign markets. Our investigation of the length of time it takes investors to start investing in foreign securities shows that investors who trade more often in the domestic market start investing abroad earlier. We argued that the experience investors obtained while trading in the domestic market as opposed to overconfidence is the key driver behind that finding. A reason is that we find that highly educated investors as well as investors with more financial knowledge, arguably those for whom learning by trading is the least important, do not need to trade as much in the domestic market before they start investing in foreign securities. Another reason is that these results continue to hold even when we account for overconfident investors.
Our results are novel. They are also important because they help us understand the home country bias. Our finding that investors need to acquire experience in the domestic market before they adventure into the foreign markets, for instance, add support to the theory that this bias arises because of the information frictions that emerge with distance. Our finding that investors who enter the foreign markets are able to improve on their performance afterwards, while it does not account for the potential additional risk that they may take once they start investing in foreign markets, also adds support to claim that the home country bias is costly. Before investing abroad After investing abroad a Basic: indicates the investors has only up to four years of education. Intermediate: indicates the investor has up to twelve years of education. High: indicates the investors has a high degree. Retired: also includes unemployed, students and unskilled employment. Skilled: includes all employment categories which require some skil. Highly skilled: includes all emplyment categories which required highly skilled workers. Time deposit: Indicates the investor has a time deposit. Mortgage: Indicates the investor has a mortgage. Consumer loan: Indicates the investor has a consumer loan. Financial literary: Indicates those investors who have a financial profession including, economists, managers and employees of banks. Variables measured at the time investors make their first investment in foreign securities or at the end of the sample for those investors that never invest in foreign securities, unless we indicate otherwise. b Measured at the time investors start their activity. Table 2 Determinants of investors' first investment in foreign securities a
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